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Wisconsin Medicaid Program

Outpatient Hospital State Plan
Attachment 4.19-B

Methods and Standards for Determining Outpatient Hospital Payment Rates
With Amendments Effective July 1, 2001

1000 OVERVIEW

This section is an overview of how the Wisconsin Medicaid program (WMP) establishes payment rates for
hospital outpatient care provided persons eligible for fee-for-service coverage under the WMP. The payment is
for outpatient medical services provided by a hospital in its licensed facility, for which the patient does not need
to be admitted for an overnight stay, and for which the WMP does not pay another certified Medicaid provider.
Payment rates are hospital-specific, cost-based and annually adjusted to recognize that hospitals vary
significantly in the types of medical services they provide.

Hospitals located in the State of Wisconsin are reimbursed for outpatient services at an interim rate per visit
with a subsequent retrospective final settlement as described in section 4000. The settlement takes into
account the costs incurred by the hospital during its cost-reporting period, which generally is the hospital's
fiscal year. Reimbursed costs under the retrospective settlement are limited to a prospectively established
ceiling amount. The ceiling amount is a prospective, hospital-specific rate per outpatient visit that is based on a
hospital's historical cost and adjusted to stay within the State’s available funding for outpatient hospital
services. Critical access hospitals are exempt from the ceiling rate.

Ceiling rates are recalculated annually for the upcoming State fiscal year effective July 1 based on an audited
cost report for each hospital. Administrative adjustment for the ceiling are available to recognize certain
changes in costs incurred by the hospital that are not reflected in the historical cost report period (§6000).
Payments for outpatient hospital laboratory tests are limited to the WMP's fee schedule for laboratory tests.

For hospitals not located in the State, reimbursement is at a percentage of charges (§5000). No final cost
settlement is done for these hospitals. Under §5700, a prospective outpatient payment is provided for
approved respiratory nursing care for part of a day on the site of an acute care general hospital. Payment for
this service is separate from and not covered by the final cost settlements.

2000 STATUTORY BASIS

The outpatient reimbursement shall comply with all current and tuture applicable Federal and State laws and
regulations and shall reflect all adjustments allowed under said laws and regulations. Federal regulations (42
CFR §447.321) require the Medicaid agency not pay more for outpatient hospital services than hospital
providers would receive for comparable services under comparable circumstances under Medicare.
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l 3000 GENERAL ITEMS

Hospital Facility. A hospital facility is the physical entity, surveyed and licensed by the Wisconsin

l Department of Health and Social Services under Chapter 150, Wis. Stats. For hospitals not located in
Wisconsin, a hospital facility is the physical entity that is covered by surveying, licensure, certification,
accreditation or such comparable regulatory activities of the state in which the hospital is located.

I Hospital Licensure of Provider Premise.  Only medically necessary covered services provided within the
physical licensed premises of a licensed hospital facility are eligible for reimbursement under outpatient
hospital payment rates described in this document entitled “Methods and Standards for Determining Qutpatient
Hospital Payment Rates”. This means a hospital cannot bill as outpatient hospital services those services
provided off the physical premise of the licensed hospital facility or in an unlicensed portion of the hospital
facility.

Outpatient Visit. An admission to the outpatient hospital on a given calendar day, regardless of the
number of procedures or examinations performed or departments visited. A maximum of one
| outpatient visit per patient per calendar day shall be recognized and paid.

Cost Reporting.  Each hospital participating in the Wisconsin Medicaid program (WMP) shall prepare a Title
XIX cost report at the close of its fiscal year. In-state hospital providers must submit the cost report and
accompanying supplemental schedules to the Department's audit intermediary by the date required by
Medicare for submission of the cost report. If a provider is granted an extension for Medicare, the WMP will

| automatically extend its deadline.

Clinical Diagnostic Laboratory Reimbursement. The lower of iaboratory fee schedule amounts of the

Wisconsin Medicaid program or the hospital's laboratory charges for services provided.

Upcoming State Fiscal Year. The upcoming state fiscal year is the fiscal year of the State of Wisconsin that
begins each July 1 for which prospective outpatient rates are calculated under section 4200.

Critical Access Hospital. A critical access hospital (CAH) is a hospital that meets the requirements under 42
CFR Part 485, Subpart F and is designated as a critical access hospital by CMS (HCFA), and the requirements
of Wisconsin Administrative Code HFS 124.40 and is designated as a critical access hospital by the
Department.
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4000 REIMBURSEMENT OF OUTPATIENT SERVICES OF IN-STATE HOSPITAL PROVIDERS
FOR OUTPATIENT VISITS ON AND AFTER JULY 1, 2001

4100 Introduction. This section 4000 describes the methodology for reimbursing hospitals located in the
State of Wiscansin for outpatient hospital services provided persons eligible tor fee-for-service medical
coverage by the Wisconsin Medicaid program (WMP). The methodology described in §4200 through §4400
applies for outpatient visits occurring on and after July 1, 2001. Special provisions for the reimbursement of
critical access hospitals are described in §4900 also effective July 1, 2001. An example of the calculation of a
hospital's rate per outpaient visit is in the Appendix, page 13.

4200 Establishing a Hospital-Specific Rate per Outpatient Visit

4205 Cost Report Used and Base Year. A hospital's rate per outpatient visit is based on a hospital's
historical cost of a recent fiscal period. Cost is identified from the most recently completed cost reporting
period of at least six months for which the Department has an audited cost report on file as of April 30 prior to
the beginning ot the upcoming State fiscal year. The Department may at its option use an audited cost report it
receives at a later if the end date of the cost report on file precedes the beginning of the upcoming State fiscal
year by more than three years, three months. For example, for the State fiscal year beginning July 1, 2001, a
cost report received after April 30, 2001 may be used if the end date of the cost report period on file is prior to
April 1, 1998, (calculated by taking July 1, 2001 minus 3 years, 3 months).

For newly established hospitals for whom an audited cost report is not available, the Department will designate a
cost report to be used that may be a cost report that is received after the above April 30" date. It may be the
audited cost report for the first retrospective settlement period of the new hospital that is six months or longer.

A new owner may take-over the operation of a hospitai. Cost reports from the prior owner of the hospital are
used to establish the prospective rate peroutpatient visit until an audited cost report becomes available under the
new ownership. Separate hospitals may combine into one operation, under one WMP provider certification,
either through merger or consolidation or through a hospital absorbing a major portion of the operation of another
hospital through purchase, lease or donation of a substantial portion of another hospital's operation or a
substantial amount of another hospitals physical plant. The audited cost reports of the separate hospitals are
combined to establish the prospective rate per outpatient visit for the combined hospital provider until an audited
cost report is available for the combined operation.

it should be noted that the audited cost report is the basis for calculating the rate per outpatient visit of §4220.
The same audited cost report is used for the retrospective settlement period process described in §4410. For
the administrative adjustment criteria of §6000 and §6800, the terms “outpatient base year” and ‘base year”
refer to the cost report period described above even if the period is more or less than a year.
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4210 Calculate Average Inflated Cost per Visit.  An average inflated cost per visit is established trom the
audited cost report of each hospital. The cost report includes a methodology of cost finding that identifies the
amount of costs applicable to outpatient services provided persons covered by the WMP. This cost is inflated
to the upcoming State fiscal year by an inflation adjustment multiplier. The resulting inflated cost divided by the
number of WMP outpatient visits incurred by the hospital during the cost report period results in the hospital's
“average inflated cost per visit’.

Inflation adjustment multipliers result from the following ratio calculation: price index for the ending
quarter of the upcoming State fiscal year divided by the price index for the ending quarter of the audited
cost report of each hospital. The indexes used are from the publication, “Health Care Cost Review”, that is
published quarterly by theDRIsWEFA, Inc., a Global Insight Company . (Prior to the second quarter of 2001, the
“Health Care Cost Review” was published quarterly by the Standard & Poor's DRI division of The McGraw-Hill
Companies.) Specifically used are the total market basket indexes as listed by calendar quarter in the tables for
HCFA'’s hospital prospective reimbursement. In the publication’s second quarter 2000 edition, this table is entitied
“HCFA Hospital Reimbursement Market Based (PPS) — Historical Data” for historical quarters and, for forecasted
future quarters, the table is entitled “HCFA Hospital Prospective Reimbursement Market Basket (PPS) — Quarterly
Forecasts”.

4220 Calculate Rate per Qutpatient Visit. A prospective ‘rate per outpatient visit"is calculated for each
hospital for the period of each upcoming State fiscal year beginning July 1. The average inflated cost per visit
is multiplied by a budget neutrality factor. The budget neutrality factor is a percentage applied to costs in order
to maintain payments within the federal upper payment limits of 42 CFR §447.321 and the State's available
funding for outpatient hospital services for the upcoming State fiscal year. The resulting ‘rate per outpatient
visit”is a limit or ceiling on the costs to be reimbursed in the retrospective settlement that will be done in
subsequent years when the hospital's audited cost report for its present in-process fiscal period becomes
available to the Department.

4240 Hold-Harmless Rate per Visit. A hospital's “hold-harmiess rate per visit”is the amount that the WMP
paid, or would pay, the hospital on June 30, 2001 for an outpatient visit occurring on June 30, 2001.
Subsequent retroactive administrative adjustments and retroactive final settlement adjustments to this June 30,
2001 rate of payment are not recognized in the hold-harmless rate per visit.

A hospital that is paid interim payments at a percentage of charges for outpatient visits on June 30, 2001 does
not have a hold-harmiless rate per visit and is not eligible for hold-harmless status. Critical access hospitals are
not covered by and are not eligible for these hold-harmiess provisions.

4241 How Hold-Harmless Determined. The hold-harmiess rate per visit applies if a hospital's hold-
harmless rate pet visit is greater than the rale per outpatient visit including amounts resulting from
administrative adjustments under §6800. The hospital is referred to as being held-harmless.

4242 When Hold-harmiess Determined. The above hoid-harmiess determination applies for state
fiscal years beginning on and after July 1, 2001. ltis applied each time the rate per outpatient visit is
recalculated under §4220 and whenever that rate is adjusted for administrative adjustments under
§6000.

4243 No Administrative Adjustment Of Hold-Harmless Rate. A hold-harmless rate cannot be adjusted
for the administrative adjustments of §6000 and §6800. Administrative adjustments can only be applied
to the outpatient rate per visit from §4220. For a held-harmless hospital, an administrative adjustment to
its rate per outpatient visit may be sufficient to increase its rate above its hold-harmless rate and thus lift
the hospital out of hold-harmiless status.
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4250 Budget Neutrality Factor. A budget neutrality factor is calculated for each upcoming State fiscal year.
Whether or not a hospital is held-harmless depends on the budget neutrality factor that is applied in §4220 for
calculating the rate per outpatient visit. Before calculating the budget neutrality factor, the Department
identifies the amount of funds that are available in the upcoming State fiscal year to reimburse hospitals for
outpatient services. The Department also estimates the gross projected costs to be incurred by each and all
hospitals for these outpatient services. The budget neutrality factor is the quotient of the total funding avaitable
for reimbursing hospitals divided by the projected costs of all hospitals.

According to §4220, the budget neutrality factor times the average inflated costs per visit for each hospital
results in each hospital’s rate per outpatient visit. A hospital gets its hold-harmiess rate if its rate per outpatient
visit is a lower rate. The difterence, that is, the extra funding needed to reimburse hold-harmless hospitals at
their higher hold-harmless rate, is taken-out of the funds available for paying the rate per outpatient visit.

Then, another caiculation of the budget neutrality factor is done using the reduced available funding as the
dividend and the projected hospital costs as the divisor. The resulting budget neutrality factor is applied to
further decrease the rates per outpatient visit for all hospitals. Hold-harmless hospitals are again identified and
available funds reduced for the extra funds needed for the hold-harmless hospitals.

This calculation of a budget neutrality factor is done over and over until there are no additional hold-harmless
hospitals identified. At that time, this is the budget neutrality factor used for the calculating the rates per
outpatient visit for the upcoming State fiscal year.

4300 Interim Payments.

Payments, based on an interim rate, are provided during a hospital’s fiscal year. Interim payments are reconciled
to reimbursable costs at the time of retroactive settlement. For most hospitals, this interim rate is the hospital’s
rate per outpatient visit or, if applicable, the hospital’s hold-harmless rate. For new hospital providers for which
an audited cost report is not available, the Department makes interim payments at 50% of charges. Clinical
diagnostic laboratory tests performed with outpatient visits are paid at WMP fee schedule for such tests. The
Department may adjust interim payment rates in order to approximate the amount that is expected to be due the
provider upon final settlement. This may include, but is not limited to, administrative adjustments under §6000
and §6800.

4400 Computation of Retroactive Settlement

4410 Retroactive Settlement Period. A hospital's interim payments are reconciled to the hospital's
reimbursable cost for the period of its audited cost report. Most cost reports cover the hospital’s fiscal year but
could cover a period other than twelve months. The period need not coincide with the State fiscal year.

4420 Allowable Outpatient Costs. A hospital's “allowable outpatient costs” are identified in its audited cost report
and are determined according to applicable Medicaid and Medicare standards and principles of reimbursement (42
CFR Part 405 and HIM-15). The cost report provides a methodology of cost finding that identifies the amount of
costs applicable to outpatient services provided persons eligible for fee-for-service coverage of the Wisconsin
Medicaid program.
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Computation of Retroactive Settlement, Continued

4430 Limitations On Reimbursed Costs. The amount of allowable outpatient cost that is finally reimbursed in
the retroactive settiement is limited by all of the following amounts. Allowable outpatient costs that
exceed any of these limitations are not reimbursed.

1. The “calculated gross rate amount”is the rate per outpatient visit including amounts for
administrative adjustments under §6800, or is the hold-harmless rate per visit if applicable,
multiplied by the number of outpatient visits incurred by the hospital for WMP recipients in the
settiement period. For a cost report period that overlaps two State fiscal years, rates and visits
for each of the overlapping periods are combined. For example, given a cost report of a
December end fiscal year, the January to June visits multiplied by the rate for January to June
equals a gross amount. The July to December visits multiplied by the rate for those months
equals a gross amount. Summing the two gross amounts gives the “calculated gross rate
amount” for the cost report period.

2. The “total allowed charges”for the outpatient visits of WMP recipients during the cost report
period are tabulated and summed from the UB-92 billing claims submitted by the hospital to the
WMP. Allowed charges means charges for medically necessary services covered by the WMP.

3. A “gross laboratory-fee-limited ceiling“is the sum of the amounts calculated under items (a) and (b)
below.

(a) For diagnostic laboratory tests provided in outpatient visits, the total amount that the
WMP would reimburse for the laboratory tests based on the WMP fee schedule for
such tests.

(b) For other services provided in the outpatient visits (that is, services other than the
above laboratory tests), the lower of the following is determined, either (1) the total
allowed charges for such other services, or (2) the total costs for such other services.

4450 Determine Reimbursement Settlement. The “reimbursable costs”for a hospital is the lower of (1) its

“calculated gross rate amount”, (2) its “total allowed charges”, or (3) its “gross laboratory-fee-limited ceiling”, or
(4) its “allowed outpatient costs”.

if interim payments for the cost report period exceed “reimbursable costs”, then the Depantment recovers the

excess payments. If interim payments are less than the “reimbursable costs”, then the Department is liable to
the hospital for the difference.

1t should be noted that the hold-harmiless rate is not a guaranteed reimbursement for the final settlement. Final
settlement can be at less than the hospital’'s hold-harmless rate.

4490 Periods in Process as of July 1, 2001, As of July 1, 2001, some hospitals are in the middie of their fiscal
year for cost reporting. For these cost reports, the rate per outpatient visit and the rural adjustment in effect for the

period prior to July 1, 2001, is applied to the visits for that period when determining the “calculated gross rate
amount” in item 1 above.
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4900 Critical Access Hospitals

4920 Interim Payments. Interim payments are made at the critical access hospital's (CAH) average inflated cost
per visit of §4210 above. Clinical diagnostic laboratory tests are paid at the WMP fee schedule for such tests.
The Department may adjust interim payment rates 1o approximate the retroactive setttement. A CAH may
request the administrative adjustment under §6890, “Critical Access Hospital Interim Cost Payment Adjustment”.

4930 Retroactive Settlement . The retroactive settiement for a CAH is similar to that described in §4400
above. The differences are reflected in the methodology described below. Certain amounts described above
for hositals not having critical access status are used below. These are“aliowabla outpatient costs” of §4420,
“total allowed charges”of item 2, §4430 and °gross /aboratory-fee-limited ceiling” of item 3, §4430. Not applied
to CAH's is the gross rate per outpatient visit amount of item 1, §4430 and the budget neutrality factor of §4250
and the hold-harmless rate provisions of §4230.

4940 Retroactive Settlernent Methodology. In the settiament for a CAH, its gross inflated historical cost is
calculated, its reimbursabla cast far the final settiement period is determined, and the two amounts are
comparad. Any excess reimbursable cost is raduced by any inpatient carry-over gain the CAH realized.

4941 Calculate Gross Inflated Historical Cost. An “average inflated cost per” visit is established
according to §4210. This “average inflated cost per visit” multiplied by the number of outpatient
visits for WMP recipients in the cost report period results in the CAH's “gross inflated historical
cost” Amounts are included in the gross inflated historical cost for any final (not interm)
administrative adjustments provided the hospital under §6000 and §6800. For a cost report
period that averlaps two State fisca! years, this calculation requires combining the average
inflated cost per visit amount and number of visits for each of the overlapping periods.

4942 Determine Reimbursable Cost. A CAH's ‘reimbursable cost”is the lesser of (a) the "allowed
outpatient costs” of §4420, (b) the “total allowed charges”, item 2, §4430 or (c) the “gross
laboratory-fee-limited ceiling”, item 3, §4430.

4943 Inpatient Carry-over Gain. Critical access hospitals are reimbursed for inpatient services under
the DRG-based payment system. However, if inpatient costs are found to be greater than the
DRG payment, then the CAH is reimbursed the unpaid-for cost in a retroactive settiement.
Otherwise, the amount by which DRG-based payments exceed inpatient costs, that is, the gain
a CAH realized from DRG payments, is carriad-over to the outpatient settiement described here.
This is the “inpatient carry-over gairn’.

4244 Determine Final Settlement Amount. 1f the “reimbursable cost” is lower than the “gross inflated
historical cost”, then the “reimbursable cost’ is the “final settfement amounf’. However, if
“reimbursable cost” exceads the “gross inflated historicat cost”, then the Tinal settlernent
amount is tha graater of (a) the “gross inflated historical cost” or (b) the “reimbursable cost’
reduced by the “inpatient camy-over gain®.

4245 Reconciled to Interim Payment. The Department recovers the amount by which interim
payments for the cost report period exceed the “final settlement amount”. If interim payments
are less than the “final setlement amount”, then the Depantment is liabie to the CAH for the
difference.
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5000 REIMBURSEMENT FOR OUTPATIENT SERVICES PROVIDED OUT-OF-STATE

Outpatient hospital services provided at all out-of-state hospitals, including border status hospitals, shall be
paid at 50% of allowed charges. Reimbursement for diagnostic laboratory services will be the lower of
laboratory fee schedule amounts of the Wisconsin Medical Assistance Program or the hospital’s laboratory
charges for services rendered. Payment for outpatient services provided by out-of-state hospitals which are
not certified as border status will be limited to emergency services or services prior authorized by the
Wisconsin Medical Assistance Program.

5500 BORDER METROPOLITAN STATISTICAL AREA (MSA) SUPPLEMENT

5520 AQualifying Criteria. A hospital may qualify for a border MSA supplement payment if it is located in a
metropolitan statistical area (MSA) which has its primary urban area located in a state other than Wisconsin. MSA
designations to be used are those used by HCFA in the Medicare program on July 1, 1893.

5530 Calculation of Payment. A monthly payment will be determined for each qualifying hospital based on the
amount of outpatient services which were provided to Wisconsin Medical Assistance Program (WMAP) recipients.
Total annual supplemental payments to all qualifying hospitals shall not exceed an annual target amount. A monthly
payment armount will be determined according to the following formula effective May 1994 through June 1995. As of
July 1995 and each July thereafter, the payment amount will be updated and effective for each 12 month period, July
through June.

Vv = Number of WMAP outpatient visits in the 12 month period which begins in the month of

July, two calendar years prior to the efiective date of the MSA supplement update.
(Example, for the May 1, 1994 efiective date, the 12 month period will be July 1992 through June 1993; tor a July 1,
1995 etiective date, July 1993 through June 1994 will be used.)

w = Weighting factor from table in §5540 below

VxW = Weighted visits of a qualifying hospital
Sumof (VxW) =  Sum of weighted visits of all qualifying hospital
T = Statewide expenditure target amount as stated in §5560 below
M = Monthly payment to the qualifying hospital

Calculation: [(VXW) / Sumof (VxW) x T] / 12months = M

5540 Weighting Factor. The weighting factor (W) will be selected from the following table based on the
hospital's Medicaid utilization rate for services provided during its fiscal year which ended in the calendar year ending
two years prior to the effective date of the supplemental payment. (Exampile, for May 1, 1994, the hospitar's fiscal year ending in
1992 will be used; for a July 1, 1995 effective date, the hospital's fiscal year ending in 1993 will be used.) The hospital's Medicaid utilization
rate will be the hospital's total charges for WMAP covered inpatient and outpatient services divided by the hospital's
total charges for all patient services provided during its fiscal year. Total charges will be based on the charges
reported by the hospital in its "Fiscal Year Hospital Fiscal Survey”. Charges for WMAP services will be based on
Medicaid claims submitted to the WMAP and will not include charges for services which were covered in tull or part
by Medicare and charges tor services for which the WMAP did not make a payment to the hospital (such as hospital
stays for which insurance paid the full amount for which the WMAP would have paid).

Medicaid Utilization Rate Weighting Factor
Up through 7.5%.....cooomniii 15
7.6% through 9.9% .....cccovniiniiiinnnnn, 30
10.0% and greater............ccccceveeneee e 45

5560 Target Amount. The annual target amount will be $250,000.
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5700 HOSPITAL OUTPATIENT EXTENDED NURSING SERVICES

Hospital outpatient extended nursing services are nursing services and respiratory care provided by nurses, for
part of a day, in a group setting, on the site of an acute care general hospital approved under Wis. Admin.
Code HSS 124. The nursing services must be administered by or under the direct on-site supervision of a
registered nurse. All medical care services must be prescribed by a physician.

Prior Authorization.  Hospital outpatient extended nursing services must be prior authorized by the WMAP
and, if not prior authorized, will not be reimbursed. Only persons who require eight or more hours per day of
nursing services as determined by the WMAP may qualify for outpatient extended nursing services. The
WMAP will use its criteria for private duty nursing services to determine a person’s need for nursing services.
The request for prior authorization must describe the expected means by which the participant will regularly be
transported between the participant's residence and the hospital.

Reimbursement.  The reimbursement for outpatient extended nursing services shall cover all nursing
services, accommodations and daily board provided by the hosbital. The services will be reimbursed at an
hourly rate. The hourly outpatient extended nursing services rate may be billed only for the time during which
an outpatient extended nursing services patient is physically present at the hospital and attended by a nurse or
a hospital staff person under the direct supervision of a nurse. Any portion of a quarter of an hour of presence
at the hospital for outpatient extended nursing services can be charged as a full quarter of an hour.

The payment rate is the lesser of the provider's usual and customary charge per hour or the maximum hourly
fee established by the Wisconsin Medicaid program for private duty nursing services provided by a registered
nurse (RN) certified for respiratory care. The methods and standards for establishing the maximum fee is
described in [tem F, Methods and Standards for Establishing Payment Rates for Non-Institutional Care, of
Attachment 4.19B of this state plan as amended by Wisconsin State Plan Amendment 96-013, effective April 1,
1996.

No Final Settlement.  The reimbursement for outpatient extended nursing services will not be included in the
outpatient final settlement described in section 4000.

Cost Reporting. A hospital must separately identify and report in its Title XIX cost report those direct and
indirect costs attributable to the outpatient extended nursing services.
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6302 Interim Rates, Due Date for Request for Administrative Adjustment.

A hospital may request an adjustment to its interim payment rate. Within the 60 day period after the date of
a notice of interim rate approval, a hospital must deliver a written request to the Department for an
administrative adjustment in order for the requested adjustment to take effect on the original effective date of
the interim rate. If a hospital delivers a written request more than 60 days after the date of a notice of
interim rate approval, then any adjusted rate shall take effect on the first of the month following the delivery
date. The Department’s notice of the adjusted interim rate does not start a new 60 day period.

A notice of interim rate approval is a written notice to a hospital from the Department which lists the
hospital's interim rate and its effective date and also states that the hospital has 60 days to request an
administrative adjustment.

6303 Final Settlement, Due Date for Request for Administrative Adjustment.

A hospital must deliver a written request to the Depantment for an administrative adjustment within the 60
day period after the date of the notice of final settlement. A request will be denied if it is delivered more
than 60 days after the date of the notice of final settiement. It should be noted that the rates per outpatient
visit which apply to a final settlement may be administratively adjusted at the time of the final settlement.

A notice of final settlement is a written notice to a hospital from the Department which identifies the results of
the final settlement calculation for a specified fiscal year of the hospital. {t will also state that the hospital
has 60 days to request an administrative adjustment.

6400 Administrative Adjustments Initiated by the Department.

The Department may initiate an administrative adjustment not requested by the hospital and incorporate the
adjustment into its calculation of an interim rate or into its final setttement calculations. However, the Department
may initiate an adjustment after it has sent a notice of interim rate approval or a notice of final settlement to the
hospital. The date the Department initiates the adjustment is the date of any written notice the Departiment may
provide to the hospital which notifies the hospital that the Department has initiated an administrative adjustment. f
the date of that notice is within 60 days after the date of a notice of an interim rate approval or a notice of final
settlement, the adjustment shall take effect on the original effective date of the interim rate or the final settlement. If
more than 60 days, the adjustment shall take effect on the first of the month following the date of the Depariment’s
notice that it is initiating an adjustment. If the Department’s adjustment causes a reduction of reimbursement, the
hospital may request an administrative adjustment within the above 60 day rule period.

6500 Correction of Inappropriate Calculations, Coincident With An Adjustment.

The Department may find an inappropriate calculation of a hospital's interim rate or final settlement coincident with its
processing an administrative adjustment. An inappropriate calculation is defined in §6820 below. The Department's
correction of the inappropriate calculation will be effective the date the administrative adjustment is effective. If a
requested adjustment is denied, the correction of the inappropriate calculation found by the Department will be
effective the date the requested adjustment would have been effective had it been approved. A new 60 day rule
period shall be allowed the hospital commencing with the date of notification to the hospital of the corrected interim
rate or final settlement if the correction causes a reduction of reimbursement.

For example, the adjustment requested by a hospital provided a $10 rate increase. An inappropriate calculation
found by the Departiment caused a $2 decrease. Even though the net effect is an $8 rate increase, the isolated
effect of the Department's correction caused a $2 decrease. As a result, the hospital will have a new 60 day
period for requesting an administrative adjustment.
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Reopening Cost Report:  Either the hospital or the Depariment may request that the Medicaid audit contractor
reopen an audited cost report in order to correct an error in the data on which an interim rate was based or on which
a final settlement was based. The administrative adjustment request for the correction of an interim rate or a finai
settlement which requires the reopening of an audited cost report must be delivered within the time limit of the above
60 day rule.

For example, the base year of a new provider, ABC Hospital, is its fiscal year ending December 1991. On July
12, 1994 it received a notice of final settlement for its fiscal year ending December 1992. It immediately
submitted an administrative adjustment request to reopen its 1991 audited cost report in order to correct data
on which its rate per outpatient visit was calculated. The 1991 cost report was reopened, the outpatient rate per
visit corrected and its 1992 final settiement corrected. ABC Hospital also requested its final settiement for
1991, which had been completed a year earlier, be corrected. That administrative adjustment request was
denied because it had not been submitted within 60 days of the 1991 settlement (i.e., the time limits of the 60
day rule).

An audited cost report may be reopened only if all of the following conditions are satisfied: (1) the dollar effect is
$5,000 or greater, {2) the statistic affecting the payment rate is in error by 5% or more, and (3) the request for
reopening and the necessary data is submitted to the audit contractor within five years from the end date of the
reporting period for which the cost report is being reopened. The audit contractor will apply these conditions.

The Department may request that the audit contractor obtain additional data or perform additional audit tests when
reopening a cost report. The audit contractor's charge to the Department for reopening a cost report may be bilied to
the provider if it was the provider’s error that was in need of correction.

Legal Review Pursued by Hospital: Corrections of payment rate calculations must be pursued by a hospital
through this administrative adjustment before the hospital can pursue legal review of its rate calculation. If a hospital
does pursue any available legal review after requesting an administrative adjustment, the Department will withdraw
any proposed rate adjustment it has offered to the hospital as to any given issue, and the Department wilt not put the
adjusted payment into effect. If the adjusted payment has been put into effect and it is an increase over the payment
previously in effect, the adjusted payment will be retroactively rescinded to the date it had been made effective and
replaced with the payment in effect prior to the adjustment. In such a case, increased payments at the adjusted rate
will be recovered by the Depantment.

6830 Case-Mix Adjustment

A case-mix adjustment is an adjustment to the “rate per outpatient visit” (as determined according to §4200) that
provides for changes in the mix of services from the outpatient base year to the final settlement year. As of July 1,
2001, a critical access hospital can have its “average inflated Cost per visit” adjusted in the same manner as
described herein for the “rate per outpatient visit".

Request Due Date: The above 60 day rule applies (see §6300). The Department may provide up to a 30 day
extension of the request due date if the hospital delivers a written request for the extension within the period of the 60
day rute. It should be noted that if a case-mix adjustment is requested and the Department calculates a decrease in
the rate per outpatient visit, the Depariment will pay at the reduced rate. The purpose for providing for an extension
is to allow a hospital adequate time to gather the necessary data to make an informed decision as to whether or not it
wants to request a case-mix adjustment. The hospital may request from the Department a tabulation of its charges to
the Wisconsin Medical Assistance Program (WMAP),

Adjustment to Interim Rate:  The Department may provide an interim case-mix adjustment to the rate per outpatient
visit which was determined under §4200. Upon consultation with the Department, the hospital must provide the
Department sufficient information in order that a reasonable and reliable estimate of the case-mix adjustment for the
final settlement year can be cailculated by the Department.

Final Settlement Adjustment.  The case-mix adjustment will be calculated for the full final settiement year according
to the methodology described on the next page.
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CALCULATION FOR CASE MIX ADJUSTMENT

For the outpatient base year, total direct cost from Schedule B of
the cost report for each revenue producing cost center (i.e.,
service area) divided by the total charges for each cost center.

Result 1 for a cost center multiplied by T-19 outpatient charges
(i.e., charges to WMAP) for the respective cost center.

Result 2 for a service area divided by number of T-19 services for
base year for the service area.
For the settlement year, number of T-19 services performed in a

service area divided by total T-19 services for the year in all
service areas.

Result 4 for a service area multiplied by total number of T-19
services performed in all service areas in the base year.

Result 3 multiplied by Result 5 for each respective service area.

Sum of Result 6 for all service areas minus the sum of Result 2
for all service areas.

Result 7 divided by total number of T-19 services performed in
base year.

Prior to July 1, 2001, Result 8 multiplied by 1.00 plus the
applicable base year cost adjustment factor from §4200.

As of July 1, 2001, Result 8 is adjusted by the inflation adjustment
multiplier used under §4210 and also is multiplied by the budget
neutrality factor used under §4220.

Result 9 plus the rate per outpatient visit for final settlement year
as determined per §4200..

6840 Adjustment for Major Capitalized Expenditures
For Final Settlement Years Ending On and After November 1, 1993

Outpatient Hospital State Plan
Attachment 4.19-B
Page 9

RESULT

Ratib of

direct cost -to- charges
for each cost center.

Gross T-19 base year direct costs for
each cost center.

T-19 base year cost per unit of service in

each service area

Percentage of T-19 services in each
service area in settlement year

Adjusted number of base year T-19
services for each service area

Adjusted base year T-19 direct cost for
each service area.

Gross increase or decrease in direct cost.

Increase or decrease in direct cost per
service or visit.

Increase or decrease adjusted to final
settlement year.

Rate per outpatient visit for final

settlement year, adjusted for case-mix.

This administrative adjustment provides for an updating of the capital cost component of a hospital's “rate per
outpatient visit”. It provides a means through which a hospital can have its rate per outpatient visit adjusted to
recognize current major expenditures which improve, add to, or replace existing equipment and structures which
are directly or indirectly used for outpatient services. The following criteria apply to adjustments of the rate per
outpatient visit for any final setttement year which ends on and after November 1, 1993.

As of July 1, 2001, a critical access hospital can have its “average inflated cost per visit" adjusted in the
same manner as described herein for the “rate per outpatient visit”.

Qualifying Determination:

The hospital's total capitalized depreciable assets at the end of the hospital's

final settlement year have increased by an amount which is 25% of total capitalized depreciable assets at
the beginning of the outpatient base year. Qualification shall be determined by comparing the amount of
capitalized depreciable assets reported in the hospital's audited financial statements for the hospital's final

settlement year and its outpatient base year.
(Continued on next page, page 10)
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Request Due Date:  The above 60 day rule applies (see §6300). However, for interim rates effective November 1,
1993, a request for an adjustment may be delivered by March 15, 1994 in order for the adjustment to be retroactive to
November 1, 1993.

Definition. Capitalized depreciable assets include depreciable land improvements, buildings, fixed equipment and
moveable equipment which are owned by the hospital and such assets leased by the hospital through capitalized
leases and excludes capitalized construction-in-progress.

Definition. The audited financial statements of the hospital are its independently audited financial statements with a
statement of audit scope and opinion by a certified public accountant.

Adjustment of Interim Rate:  The Department may provide a capital adjustment to the interim rate which was
determined under §4200. Upon consultation with the Department, the hospital must provide sufficient information in
order that reasonable and reliable estimates can be made by the Department. The Department will estimate if the
hospital will likely qualify for an adjustment to the rate per outpatient visit upon final settlement. If it is estimated that
the hospital will likely qualify, then an estimate of the final expected capital payment can be included in the interim
payment rate.

Final Settlement Adjustment:  Final determination of whether or not the hospital qualifies for the adjustment will be
made at the time of the final settlement calculation for the final settiement year in which the adjustment is to be
allowed. if the hospital qualifies, the rates per outpatient visit for the final settlement year will be adjusted to consider
the major increase in capitalized expenditures.

An updated capital cost component will be added to and the base year capital cost component subtracted from the
rates per outpatient visit which had been established for the final setttement year according to §4200.. The resuits
are the adjusted rates per outpatient visit.

An updated capital cost component of the rates per outpatient visit will be determined for the settlement year
based on cost information from the audited Medicaid cost report for the final settlement year. The hospital's
allowed outpatient costs attributed to WMAP recipients will be multiplied by the ratio of total allowed hospital
capital costs to total allowed hospital costs. The resulting gross amount will be divided by WMAP recipient
outpatient visits for the final settlement year. Prior to July 1, 2001, the result is the updated capital cost
component which will be reduced by the capital reduction factor of §4200 for dates of service on and after July 1,
1992 and prior to July 1, 2001. As of July 1, 2001, the resulting per visit amount is multiplied by the budget
neutrality factor in lieu of a capital reduction factor.

The base year capital cost component, determined under §4200 will be calculated as follows. The hospital's
allowed outpatient costs attributed to WMAP recipients for the outpatient base year will be multiplied by the ratio
of total allowed hospital capital costs to total allowed hospital costs for the outpatient base year. Prior to July 1,
2001, the resulting gross amount will be divided by WMAP recipient outpatient visits for the outpatient base year
and then increased by the applicable base year cost adjustment factor of section §4200. The result is the base
year capital cost component which will be reduced by the capital reduction factor of §4200 for dates of service on
and after July 1, 1992 and prior to July 1, 2001.  As of July 1, 2001, the resulting gross amount will be divided
by WMP recipient outpatient visits for the outpatient base cost reporting period and then adjusted by the inflation
adjustment multiplier used in §4210 and multiplied by the budget neutrality factor used in §4220.

6842 Major New Construction Project
For Final Settlement Years Ending Before November 1, 1993

A hospital, which has had a major new construction project for which the related capital expenses are not included in
the cost report for the outpatient base year, may request an adjustment to its rate per outpatient visit.
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In order to qualify for an administrative adjustment, the capital expenditure must be a single, identifiable construction
or renovation project that was undertaken, and not an agglomeration of small or unrelated construction projects. A
major construction project involves a one-time capital expenditure exceeding 25% of the cost to construct the entire
original facility and must be designed to improve or add to or replace an existing patient-care structure. The hospital
requesting this adjustment must furnish audited financial statements or a certified statement by a CPA firm which
identifies the hospital's depreciation, leases, capital-related interest, and total hospital costs for the fiscal periods to
be specified by the Department.

A new capital cost component of the rate per outpatient visit will be determined which includes recognition of the
major construction project. Cost information from the audited cost repon specified by the Depariment shall be used
for this calculation. The capital cost attributable to WMAP (Wisconsin Medical Assistance Program) recipient
outpatient services shall be determined by multiplying the hospital’s allowed outpatient cost attributable to WMAP
recipient outpatients by the ratio of total allowed hospital capital costs to total allowed hospital costs. The resulting
gross amount shall be divided by WMAP recipient outpatient visits for the cost report period. The Depariment shall
index this new capital cost per WMAP outpatient visit by the DRI/McGraw Hill, inc. Hospital Market Basket Index.
The result is the new capital cost component which shall be included in and reptace the prior capital cost component
of the hospital's rate per outpatient visit.

The prior capital cost component of the hospital’s rate per outpatient visit shall be subtracted from the hospital's rate
per outpatient visit. Cost information from the audited cost report used to calculate the rate per outpatient visit shall
be used. The capital cost attributable to WMAP recipient outpatient services shall be determined by multiplying the
hospital's allowed outpatient cost attributable to WMAP recipient outpatients by the ratio of total allowed hospital
capital cost to total allowed hospital costs. The resuiting gross amount shall be divided by WMAP recipient outpatient
visits for the cost repon period. This prior capital cost component per WMAP outpatient visit shall be subtracted from
the hospital's rate per outpatient visit.

6850 Adjustment to Rural Qutpatient Adjustment Percentage
for Recognition of Out-of-State Medicaid Services
For Rates per Outpatient Visit prior to July 1, 2001

Qualifying Determination.  This adjustment allows a hospital, which provides services covered by a Medicaid
program of a state other than the Wisconsin Medical Assistance Program (out-of-state Medicaid), to have those out-
of-state Medicaid services recognized in determining its eligibility for the rural hospital adjustment and amount of its
adjustment in calculating its rate per outpatient visit in effect prior to July 1, 2001.

Request Due Date : The above 60 day rule applies (see §6300). However, for interim rates effective November 1,
1993, a request for an adjustment may be delivered by March 15, 1994 in order for the adjustment to be retroactive to
November 1, 1993.

Adjustment Procedure:  The hospital will need to report charges for inpatient and outpatient services provided
during its fiscal year which ended in 1992 which were paid (or payabie) by out-of-state Medicaid programs. These
charges will be included in the calculation of the rural hospital adjustment under §4300 that applied prior to July 1,
2001. The data may be audited at a latter date and, if the data is found to be in error, the Department will recover
any overpayment that resuit from the erroneous data.
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6851 New Base-Year for Combining Hospital Affected by Section 4840
For Rates per Outpatient Visit and Final Settlements On and After July 1, 1995 And Prior to July 1, 2001

Background: Hospitals that combine into one operation
with one Wisconsin Medicaid provider number on or after
July 1, 1995 and prior to July 1, 2001, either through
merger or consolidation or a hospital absorbing the
operation of another hospital through purchase or
donation, receive a base outpatient rate-per-visit according
to section 4840 that applied prior to July 1, 2001. This rate
is a mix of the base rates-per-visit of the previous individual
hospitals as calculated from each individual hospital's
base-year cost report. However, if the newly combined
hospital requests a case-mix adjustment under section
6830, it may not be possible to calculate. A reliable case-
mix adjustment requires a consistent unit of service
between the outpatient base-year and the final settlement
year. The units by which the combined hospital counts or
measures the services it provides may not be comparable
to the units used by the previous individual hospitals. (For
example, in one hospital a unit of an item may be in
ounces. In the other hospital, it may be in liters.) Rt is
very unlikely that the base-years (as defined in section
3000 prior to July 1, 2001) of the previous individual
hospitals can be case-mix adjusted to the combined
hospital's settlement fiscal year.

Qualifying Criteria: A hospital that receives a combined
average base rate-per-visit under section 4840 prior to
July 1, 2001, may request a new base-year on which to
establish a new rate-per-visit. The new base-year will be
the hospital's first full fiscal year that begins on or after six
months after the effective date of the hospital merger,
consolidation or absorption. This adjustment is available to
a qualifying hospital for services provided on and after
January 1, 1996 and prior to July 1, 2001.

Request Due Date for This Section 6851. The 60-day
rule of section 6300 applies but requests delivered by June
30, 1996 may be eftective January 1, 1996.

interim Adjustment.  The Department may provide an
interim adjusted rate-per-visit until the final adjustment
described below can be completed. Upon consuitation
with the Department, the hospital must provide sufficient
information so the Department can establish an interim
adjustment that will approximate the final adjustment.

Final Adjustment Procedure: A new base rate-per-visit
will be calculated when the audited Medicaid cost report is
available for the new base-year. The new base-year will
be the combined hospital's first fuli fiscal year that begins
on or after six months from the effective date of the
hospital merger, consolidation, or absorption.

1. 1. The audited cost, which is attributed to outpatient
services provided Medicaid recipients, will be

Page 11.1

2. The costs from step 1 will be reduced for the cost of
services attributable to laboratory services reimbursed
under the laboratory fee schedule of the Wisconsin
Medicaid program. These are services covered by the
clinical laboratory reimbursement defined in section
3000 prior to July 1, 2001.

3. The remaining costs from step 2, after excluding the
laboratory costs, will be deflated to the base-year
described in section 3000 prior to Juy 1, 2001, by
applying the appropriate DRI/McGraw Hill, inc.
hospital market basket index.

4. The resuit from step 3 will be increased by the
adjustment factors listed in item 3 of section 4200 to
the final settlement year. (The final settiement year is
described in section 3000 prior to July 1, 2001.)

5. The clinical diagnostic laboratory reimbursement for
laboratory services provided in the new base-year will
be added to the adjusted amount from step 4.

6. The sum from step 5 will be divided by the number of
outpatient visits of Medicaid program recipients in the
new base-year. This is the new rate-per-visit for
outpatient services.

For settlement years following the above new base-year,
the hospital can request a case mix adjustment under
section 6830. The above new base-year will be the base-
year for use in a case-mix adjustment.

An Example Case:

On March 10, 1996, Hospital-A combines with
Hospital-B resulting in a combined hospital, Hospital-C.
Hospital-C has December ending fiscal years. The outpatient
rates per visit of Hospital-A and Hospital-B are averaged
together according to §4840 to be Hospital-C's rate-per-visit
effective March 10, 1996.

In April 1999, Hospital-C's audited 1996 cost report
is available and a settlement is calculated for the fiscaf year.
The Department notifies the hospital of the results. Within 60
days of the notification, the hospital requests a new base-year
under the administrative adjustment of §6851. The new base-
year will be its fiscal year January through December 1997,
which is its first fiscal year that began on or after six months
from the date of the hospitals combining, that is, March 10,
1996.

in June 2000, Hospital-C's audited 1997 fiscal year
cost report is available. An outpatient rate-per-visit is
calcuiated from that cost report according to the adjustment
procedure described above. Given the new base-year rate-
per-visit, the settlements for Hospital-C's 1996 and 1997 fiscal
years are completed.

It should be noted that Hospital-C waited until its
settiement to request the above administrative adjustment for
a new base-year. The hospital could have requested the
adjustment earlier and received an interim adjusted rate-per-
visit. As done in the example, a final base rate-per-visit would
have been calculated when its 1997 audited cost report (its
new base-year) became available.
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6860 Combining Two Settlement Years, Only for Settlement Years
Ending Between July 1993 and June 1995

This adjustment only applies to final settiements calculated after November 1, 1993.

Qualifying Determination;  This adjustment is available to a hospital if (1) the first sattiement year of the hospital
which ends after June 30, 1993 results in a final settlament that is limited by the rates per outpatient visit as
determined under §4200 (i.e., limited by item 2 of §4100) and, (2) if for the subsequent final settiement year the
allowable audited cost of outpatient services recipients is reimbursed (i.e., not limited by items 1, 2 and 3 of §3100).

Request Due Date:  The hospital may request this adjustment only after completion of the second or 'subsequent’
final sattlement year described above. The above 60 day rule applies to the request (see §6300). No interim
adjustment to the outpatient rate per visit is available.

Adjustment Procadure:  The final setement calculations for the two settlement yaars described above will be
combined into one final settlement calculation.

6890 Critical Access Hospital Interim Cost Payment Adjustment

This administrative adjustment provides for an interim cost payment for outpatient services to critical access
hospitals. Under this provision, critical access hospitals may request an adjustment to be paid allowable costs for
outpatient services.

Qualifying Determination: A critical access hospital (CAH) is a hospital that meets the requirements under 42 CFR
Part 485, Subpart F and is designated as a critical access hospital by HCFA, and the requirements of Wisconsin
Administrative Code HFS 124.40 and is designated as a critical access hospital by the Department.

Interim Cost Payment Adjustment: The Department may provide an interim cost paymant until a final cost seltlement
can be calculated. The interim cost payment adjustmeant will be established based on a hospital's most recent audited
cost raport. Upon consultation with the Department, the hospital must provide the Department sufficient information
so that the interim adjustment is a reasonable and reliable estimate of the final settlement. If the information provided
by the hospital to the Department is not sufficient to provide a reasonable estimate of the final settlement, no
adjustment will be made until sufficient data is available or when the final seftiement can be completed, whichever
comes first.

State statute requires that payments, including critical access hospital reimbursemaent, be limited to cost.

The cost of air, water and land ambulance service are not reimbursable as outpatient hospital services for outpatient
critical access hospital providers. These services must be billed by a Wisconsin Medicaid certified ambulance
provider.
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APPENDIX
EXAMPLE CALCULATION OF
RATE PER OUTPATIENT VISIT
And
HOLD-HARMLESS RATE DETERMINATION
Period of Hospital's Base Year Cost Report ... 7/1/97 to 6/30/98
1 Outpatient costs for WMP fee-for-service covered recipients .................. $ 237,433
(From Cost Report, Title XIX Schedule E-3)

2 Times: Inflation adjustment multiplier...............ccccoois 1.13
3 = Inflated cost report COSt .......coooiiiiiiiiiiii e $ 268,299

4 Divide by: Outpatient ViSits ............cccciimimiiiiiir i

2,012

5 = Average inflated cost per Visit.............ccoveeiiiiiniii s $133.35
6 Times: Budget neutrality factor ............cccoeiciii .70
7 = Rate per outpatient Visit...........cccccceiiniiiiinnin % 93.34
8 The above rate per outpatient visit is compared to the hospital's hold-harmless rate.

9 Hold-harmless rate per Visit .........cccccccviiiiiniriiniicece e % 9200

10 The higher rate applies. in this case it is the hospital's Rate Per Outpatient Visit $ 93.34
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